f376: International Finance Summer 2012
71630:  MTWTh 12:00nonm-2:00pm UTC 1.104
Overview of the Course
Instructor:  
Dr. Robert C. Duvic


Distinguished Senior Lecturer




Department of Finance

Office:  GSB 5.176D

Office Hours: Monday, Tuesday, Wednesday, Thursday, 11:00-12:00am and by appointment.  


Phone Number: 471-6026


E-mail:  robert.duvic@mccombs.utexas.edu
Teaching Assistant:  TBA

Office: CBA 4.304A

Office Hours: 


Phone Number: 

E-mail: 
Textbook:   Cheol Eun and Bruce Resnick, International Financial Management, Sixth Edition, The McGraw-Hill Companies.  The fifth edition of this book may also be used.
Course Description: Finance 376 examines the foreign exchange markets and how they shape the environment within which corporate wealth-maximizing decisions are made. The course is designed for upper-division undergraduate students who have a good understanding of basic economics, corporate finance and asset valuation.  

Course Objective: This course has two primary objectives.


First:  To develop a market-based understanding of exchange rates and show how exchange rate volatility affects corporate decision-making.   Four major areas will be covered.  

· The International Environment

· The Foreign Exchange Derivative Markets

· What Factors Affect Exchange Rates

· Foreign Exchange Exposure and the Firm


Second:  To develop a general understanding of market functioning.  The course will not only develop the institutional and quantitative details of markets, but also introduce a “financial” way of thinking about costs and risks.

A Cooperative Effort:

I hope that this course will be an important element of your education.  I am most interested in your thoughts and how you are developing in the course and welcome your comments as the course progresses--with your feedback the course will be a better career-developmental experience for you and your fellow students.  Also, if at any time what is expected of you is unclear, if you are having problems with specific assignments, or have other difficulties with the course please see me.  

Prerequisites:  


I assume that you have a comprehensive understanding of valuation theory and corporate financial decision-making from Finance 357 and an understanding of the basic economic concepts as covered in Eco 302 and 303.
Course Evaluation
The evaluation consists of up to four quizzes and a non-comprehensive final. 

Quizzes:   


Purpose:  The quizzes in the course focus on selected major areas of international finance.  The quizzes are a major part of your evaluation and allow both you and me to evaluate your progress in the course.  This on-going feedback is crucial for your success in the course.  Each part of the course builds on what has gone before.  For example, if you do poorly in the first, quiz, you probably will not have the foundation to do well on the second quiz.


Value:  The quizzes comprise 65% of the course grade, with each quiz worth a proportional amount of this total.



Procedures:  Appendix B of this syllabus discusses these quizzes.

Final exam:   


Purpose:  While not comprehensive, the final exam pulls all of the course materials together.  The types of questions on the final will be similar to those in the quizzes. The final will be on Saturday, July 7, 9am-noon.

Value:  The test comprises 35% of the course grade.



Procedures:  Appendix B of this syllabus discusses the final.
Grade Adjustments

Purpose: In the past a very few students have not cooperated with me in the administering of the course.  To minimize such occurrences, I may, at my discretion, penalize students by subtracting points from their grades for certain occurrences. 

Procedures:  Appendix C of this syllabus discusses these grade adjustments.

Course Policies and Procedures

Course Policies


The final test will be given during the final exam period and is scheduled for Saturday, July 7, 9am-noon.  This is the date and time that will appear in the formal Summer Test Schedule.  


"Make-up or extra work" to improve your grade is not possible.  Your final letter grade is determined solely by your scores on the quizzes, final, and my evaluation of your class participation.  In addition, no special considerations concerning your general academic situation can be offered.  The final grade in the course, once assigned, will not be changed except in the event of a recording error.



Any individual suspected of cheating will be disciplined to the maximum extent possible.  Storing information other than formulae in a calculator used in a test is cheating.  By teaching this course, I have agreed to observe all of the faculty responsibilities described in that document. By enrolling in this class, you have agreed to observe all of the student responsibilities described in that document.  If the application of that Policy Statement to this class and its assignments is unclear in any way, it is your responsibility to ask me for clarification.  Policy on Scholastic Dishonesty:  Students who violate University rules on scholastic dishonesty are subject to disciplinary penalties, including the possibility of failure in the course an/or dismissal from the University.  Since dishonesty harms the individual, all students, and the integrity of the University, policies on scholastic dishonesty will be strictly enforced.  You should refer to the Student Judicial Services website at http://deanofstudents.utexas.edu/sjs/ or the General Information Catalog to access the official University policies and procedures on scholastic dishonesty as well as further elaboration on what constitutes scholastic dishonesty.

If you do not attend a class it is entirely your responsibility to determine what you have missed, including any administrative announcements I may have made.

I will answer questions concerning the tests only in class, to ensure that all students receive the same guidance.

Use of calculators in the course will be addressed in more detail in the lectures.  However, from the outset, it should be emphasized that the calculator cannot replace an understanding of the problem solving process.


The University of Texas at Austin provides upon request appropriate academic accommodations for qualified students with disabilities. For more information, contact the Office of the Dean of Students at 471-6259, 471-4641 TTY.

Blackboard

The class will make use of a web-based web site using Blackboard, part of The University's e-University Initiative. The Undergraduate Business Dean provides the following notice:  

Password-protected class sites will be available for all accredited courses taught at The University. Syllabi, handouts, assignments and other resources are types of information that may be available within these sites.  Site activities could include exchanging e-mail, engaging in class discussions and chats, and exchanging files.  In addition, class e-mail rosters will be a component of the sites. Students who do not want their names included in these electronic class rosters must restrict their directory information in the Office of the Registrar, Main Building, Room 1.  For information on restricting directory information see:  http://www.utexas.edu/student/registrar/catalogs/gi02-03/app/appc09.html.

Study Guidelines

You need to understand what you are studying, whether it is conceptual or analytical.  Be an active student. 

· Ask yourself such questions as:

What is the purpose of this concept or formula?

Why is it important?

How does the instructor or author demonstrate its importance?

How does it "fit" with what you have studied thus far in this course and in your other courses.


      




far--either in this class or in an earlier class?

· Rephrase the information in your own words.  Develop your own examples.  Form study groups and discuss finance among yourselves.
A good process to use in the class is:

· Before class:  Review each topic’s notes before class to familiarize you with the flow of the class discussion. The learning objectives that begin each chapter provide an excellent overview of the major points of the topic and set you up for active studying.  (I should stress, however, that they are guidance and not an exclusive listing of points in the discussion and text.) You should also review the text readings for the class and read any assigned supplemental readings.


· During class:  Keep up with the discussion.  If you don’t understand something, ask me to go over it in more detail.  If you have a comment, please share it.  When you leave class you should have a comfortable understanding of the major points that we made, and the purpose of each example worked.

· After class:  Do the detailed reading of the chapter. Pay particular attention to the examples, graphs and other aids that make the major points of the chapter.  Then, attempt the questions and problems at the end of the chapter and, where appropriate, the supplemental problems.
I will discuss the major elements of the chapter and integrate it with other course material and other materials from other courses, but I do not have the time to discuss in class everything you need to know.  The exams will cover both class and assigned materials.
If you are having trouble with a concept/problem, see the TA or me as soon as possible.
The overhead transparencies and the class notes contain the important points in this course.  Use them as a guide for your studying efforts.
The questions and problems associated with each topic are not to be handed in; however, you should thoroughly work through them.  Any amount of reading of the chapters will not help you consolidate the material if you don't work out the problems.  In working the problems insure you truly understand the processes they illustrate.  The exam problems will not just be repeats of the problems you’ve seen in class.  Your focus must be on understanding applications, not just memorizing procedures.  

Supplemental Materials 

There are four packets of course materials that provide important support for our course.  These packets are available on our Blackboard site and may be handed out in class as the course progresses.

Packet 1: Class Notes.  These notes are the foundation of the course.  They help you connect the various issues discussed in class and also allow you to focus on the class discussions.  

Packet 2: Solutions to End-of-Chapter Questions.  The solutions to all assigned end-of-chapter questions and problems are provided to enable you to check your work.  

Packet 3: Supplemental Questions.  These are old exam questions that provide additional opportunities for you to practice your skills.  The first part of this section contains questions, the second part contains worked out answers.   

Packet 4: Supplemental Readings.   These are several articles from the business press that supplement the text materials.  These articles are ranked by importance.  Some articles should be studied as carefully as you would the text. Other articles should be studied for their main points.  The remaining articles contain important information but will not be included in the test materials.  Additional supplemental readings will be handed out as the semester progresses.
Appendix A: Course Schedule

Fin 376: International Finance Summer 2012
Class Schedule and Assignments
The dates in this schedule are approximate:  the actual pace of the class and scheduling of quizzes will determine the speed of the course.  

Part I: The International Environment

Dates

Subject



May 31
Course Introduction


Jun 4

1.  International Trade and Foreign Exchange




Reading:
Eun & Resnick (ER): Chapter 1; Appendix A



Questions:
ER Chapter 1: Questions 1 through 9



Problems:
ER Appendix A: Problems 1, 2






Supplemental problems
Jun 5

2.  International Monetary System
Jun 6

Reading:
ER Chapter 2



Questions: 
ER Chapter 2: Questions 1 through 12
Jun 7 

3.  Balance of Payments:  
Jun 11

Reading:
ER Chapter 3


Question: 
ER Chapter 3: Question 1 through 12






Supplemental problems
Part II: Introduction to Foreign Exchange Markets

Dates

Subject



4.  Spot Market
Jun 12

Reading:
ER Chapter 5: pp. 110-128


Questions:
ER Chapter 5: Questions 1, 2, 3, 4, 6, 8, 9, 10


Problems:
ER Chapter 5: 1, 8, 9, 10, 11 






Supplemental problems
Jun 13

5.  Forward Market



Reading:
ER Chapter 5: pp. 129-134


Questions:
ER Chapter 5: Questions 5, 7


Problems:
ER Chapter 5: 2, 3, 4, 5, 6, 7, 12, 13





Supplemental problems
 
Part III: Forecasting Exchange Rates

Dates

Subject



Jun 14

6.  Exchange rates and interest rates


Reading:
ER Chapter 6: pp. 139-148


Questions:
ER Chapter 6: Question 1, 2



Problems:
ER Chapter 6: 1 through 5, 8 






Supplemental problems

Jun 18

7.  Exchange rates and prices


Reading:  
ER Chapter 6: pp. 148-155 


Questions:
ER Chapter 6: Questions 4, 5, 6





Problems:
ER Chapter 6: Problem 6, 7, 9





Supplemental problems



8.  Forecasting Exchange Rates


Readings: 
ER Chapter 6: pp. 157-164


Questions:
ER Chapter 6: 3, 7, 8, 10, 11



 

Part IV: Derivative Markets

Dates

Subject




9.  Futures Markets
Jun 19

Readings:
ER, Chapter 7: pp.  172-179


Questions:  
ER Chapter 7: 1, 2, 3, 4



Problems:
ER Chapter 7: 1, 2, 3, 4, 5





Supplemental problems

Jun 220
10.  Options Markets
 

Readings:
ER Chapter 7: pp. 180-186


Questions: 
ER Chapter 7: 5, 6, 7



Problems:
ER Chapter 7: 8, 9, 10






Supplemental problems

Jun 21

11.  Swap Markets


Readings: 
ER Chapter 14


Questions:
ER Chapter 14: 1, 2, 3, 4, 5, 6, 7, 8, 9


Problems:
ER Chapter 14: 1, 2, 3, 4, 5, 6, 7






Supplemental problems
 
Part V: Foreign Exchange Exposure and the Firm 

Dates

Subject
Jun 25

12.  The Firm


Readings:
ER Chapter 16



Questions:
ER Chapter 16: 1 through 16

Jun 26

13.  Economic Exposure


Readings:
ER Chapter 8, pp. 198-199





ER Chapter 9, pp. 227-229; 233-244


 Questions:
ER Chapter 9: 1 through 11
Jun 27

14.  Transaction Exposure:
Jun 28

Readings:
ER Chapter 8



Questions:
ER Chapter 8: 1 through 10



Problems:
ER Chapter 8: 1, 2, 3, 4, 5, 6







Supplemental problems

Jul 2

15.  Operating Strategies
Jul 3

Readings:
Same as Topic 14



Questions:
Same as Topic 14



Problems:
Same as Topic 14

Ju 4

Independence Day

Jul 5

15.  Operating Strategies (Continued)
Final exam:  Saturday, July 7, 9am-noon
Appendix B: Evaluation
Procedures:


There will be up to four in-class quizzes and one final exam, as shown in the course schedule, Appendix A of this syllabus.  The quizzes will be scheduled with at least three class days notice.  The material to be covered and the nature of the questions will also be announced in advance.  The final test will be given during the final exam period as scheduled by The University:  Saturday, July 7, 9am-noon.  While the quizzes may be limited to certain types of questions, the final test will consist of all types of questions as discussed below.

A formula sheet for the course is contained in Appendix D of this syllabus.  You will be provided a copy of this formula sheet for each test, so you do not have to memorize formulas.  However, several formulas that we use have substantial economic logic that should be understood.  We will examine those formulas as we progress through the course.


In addition to the formula sheet, time value tables and scratch paper will be provided with your test.   You need only bring a writing instruments and a hand calculator. 
Test format:


The quizzes and tests consist of matching, fill-in-the-blank, short essay and quantitative problems. Samples of test questions are included in this appendix.  The answers to these questions are on our Blackboard site.

· Fill-in-the-blank, matching:  Words are precise tools for thinking and communicating.  One of the basis requirements in learning any area of study is mastering the terms and simple relationships that form the language of the discipline.   The tests use fill-in-the-blank and matching questions to ensure that you develop your understanding of the terms used in international finance. The fill-in-the-blank and matching are drawn from specific class materials, the text and assigned readings.
· Short essay:  There are several important factors that influence exchange rates, market activity and business profitability.  The tests use short essays that require you to explain a relationship, compare/contrast topics examined in the course or require you to apply what you have learned to a business situation.   
· Quantitative:  Finance consists of logical relationships.  Because managers’ final objective is to create value measured in dollars, these financial relationships are quantified.  However, finance is not just plugging numbers into equations.  You must understand what relationships govern a specific business or economic situation and what metrics you can calculate to guide your decision.  The test problems contain simple situations that require you to identify a decision that you must make and develop and use calculations to guide you in making that decision.  These problems do not just replicate problems that you’ve worked as homeworks, but rather demonstrate that you can apply a logical process to quantitative decision making.
What is a good answer?:

The quizzes and test are formal evaluations where you demonstrate your skills and knowledge to me.  I will grade only what you present to me and only complete answers will receive full credit. Partial credit may be assigned, but generally only for certain problems.   Here are some examples of proper and incomplete/incorrect answers.

Fill-in-the-blank and matching    
Here are two answers to a question:


1. Interest on a foreign investment would be classified as __factor income__ in the BOP.  (NOTE:  Answer is not credit/debit.)


1. Interest on a foreign investment would be classified as __current account__ in the BOP.  (NOTE:  Answer is not credit/debit.)  


Discussion:  The first answer is the correct one.  The question is referring to a specific element within the current account.  The second answer is too general given the specific information contained in the question.  Examine each question carefully for all bits of information that I give you and be sure that you place the question in the proper context.

Short essay

 I give two pages for you to write your essay.  Generally, the good answers take up most of this space; however, I am interested in quality and completeness, not just quantity.  Your answer must cover all of the major questions that I ask for.  I do not expect that you get every element in my key, but you should answer the question as thoroughly as you can.  Grading on this question is relative, in that I review the tests and then use good student answers as a basis for assigning points.  This ensures that there will be several exams that receive the maximum possible points.

Here is an essay question from a past semester:

1. During a study session for another course, your friend, an IB major, states that what the world needs now is a return to the Bretton Woods System.  How would you respond?  (As your friend hasn’t had an international finance course, your response should include a description of Bretton Woods’ purpose, how it worked and, given its strengths and weaknesses, whether it would be appropriate today.

My answer:  These are the major points concerning this issue.  A complete answer does not have to have all of these points, but must include the Triffin Paradox and the fundamental conflict among the reasons why we will likely not see a return to the original Bretton Woods system.
Purpose: The Bretton Woods system was developed to provide a foundation for a lasting peace following the Second World War through international monetary cooperation while avoiding the rigidity of a classic gold system.    Its immediate objectives were


To promote exchange rate stability


To facilitate a growth in world trade.

How it worked

BW's developers felt that the classic gold system would not work in the post-war economy.  The BW system thus developed a reserve base of dollars and British pounds, each with a fixed price in terms of gold.  

A system of multilateral payments was devised in which other currencies had a fixed parity to the US$.  A trading band of 1% was designated.  If a country's currency moved out of that band, that country's central bank was supposed to intervene.

The IMF was established to run this system.

The system allowed countries without gold to gain dollar reserves, earn interest on their reserves and reduce the transaction costs associated with a gold system.

The system functioned well during the first years of its life, 1945-58. It provided the world with a flexible but stable exchange rate system that helped rebuild the global economy after the Second World War.

The system developed problems during the 1960s, as the US pursued an expansive monetary policy to support its domestic (Great Society) and international (fight Communism/Viet Nam conflict) objectives. The system collapsed in 1971-73, despite efforts to adjust the system in several ways (economic restrictions, gold pool, two-tiered market, SDRs).

Strengths and weaknesses
Provided flexibility and liquidity to the rebuilding post-WWII economy while at the same time providing a stable exchange rate. 

Triffin Paradox:  A large fixed-exchange rate system based on a single country’s currency has a built-in problem.  The country, such as the US, needs to provide liquidity to the world trading system by running a current account deficit.  However, market participants will loose confidence in the value of the currency of a country running such a deficit, and the system will ultimately fail.

Fundamental conflict: A country in a fixed exchange rate system must choose between using fiscal and monetary policies to support domestic goals or foreign obligations.

Should we return to the Bretton Woods Monetary System?  Generally, we would say no.
It is a mistake to base the entire fixed exchange rate system on a single currency.  Triffin paradox

Governments will take care of domestic needs rather than the fixed exchange rate.
Discussion:  Two student answers are attached to this syllabus.  The first is an excellent response that covers the three major elements that I asked for.  The student explains the terms used, has a logical flow of ideas, and generally demonstrates a command of the topic.  The second test lacks major elements of the topic and does not properly explain those that are mentioned.  
Quantitative problems

In most of the quantitative problems there is a space for you to write your answer.   In addition, you must show your work to receive credit.  The work shown must be sufficient for me to see the logic that you used to solve the problem.  This will also help you work through the problem and not make mistakes.  Solutions without the demonstration of work will receive half credit.  On some problems, partial credit will be awarded.  

14.     On January 1, the Obama Administration announced that it was further expanding the NAFTA by entering into a fixed exchange rate agreement with Mexico.  From that date, the exchange rate would be fixed at US$0.30/M$.  Over the year the U.S. rate of inflation was 3% and Mexican inflation rate was 10%.  



a.  (4 points) What is the real exchange rate on December 31st?  


ANSWER:________US$0.32/M$________________
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b.  (4 points)    As an American importer  you had the opportunity to purchase a shipment of Mexican hand-woven rugs at any time during the year. On January 1 these rugs would have cost the importer M$1,200,000.  What price, in pesos, would the importer face if he purchased the rugs on December 31?

ANSWER:________MS1,320,000_______________





M$1,200,000(1.10) = M$1,320,000



c.  (4 points)  What would the rugs cost the importer, in real terms in U.S. dollars, if he purchased them on December 31st?   Has the Mexican exporter been helped or hurt by the fixed exchange rate policy?  How?

ANSWER:_________US$422,400________________





M$1,320,000(US$0.32/M$) = $422,400


The exporter has been hurt, as the product is now more expensive, in real terms, to American customers.  This is because the nominal exchange rate has not adjusted for the relatively higher rate of Mexican inflation.  The exporter will thus sell fewer of the rugs in the U.S.
Discussion:  Two student answers are attached following the student essays.   The first answer clearly shows all work and answers the question.  The second answer does not show work.  If the student had written the equation in part a he would likely have gotten that part correct. He also did not provide both a quantitative and verbal answers to part c as requested.  
Grading:


The grade on each question is the result of the grader's evaluation of your answer based on the test key and the general response of the class to the question.  The grade assigned is an informed and final evaluation, not the beginning offer in a bargaining process. 

For each test, I will indicate a tentative letter grade for your test score.  However, the final letter grade will be based on a relative frequency distribution (percentile ranking) of the total points accumulated over the entire summer.  This approach implies that your final grade will be determined by the relative performance of the entire class.  That is, there is no predetermined standard as to what constitutes an A, B, C, etc.  (e.g., the cutoff for an “A” may be below the 90th percentile ranking).  You should therefore be careful about the cutoffs during the semester—you are not locked into a letter grade and if you are, for example, skirting the low-end of the B cutoff on the in-class tests you could easily slide into a course grade of C. Because of this relative ranking, questions about what your grade or standing in class is cannot be answered until all tests have been taken and all projects turned in and graded.


Grades for each test will be posted on our class BlackBoard site. 
Test reviews:


Some class time may be allocated after each in-class test for a review of that test.  The purpose of this review is to reinforce the concepts covered in the test. 

The tests will not be returned.  After each test I will announce times and places where you may go to review your individual test.  If you cannot make these review sessions please let me know and I’ll set up a review session at a mutually convenient time.  However, do contact me during the review period.  After that period has passed the tests will no longer be available for review except by prior arrangement made during the review period.



Students who disagree with the grade assigned may, after the special review sessions, request a regrade of the examination.  This request must be in writing, giving the question in contention and the reason why the student feels that the answer given is correct.

Test Policies


Students missing a quiz without my prior permission will receive the lowest grade awarded to students taking that quiz or test.  Students missing a quiz with my permission will have the points for the missed quiz added to their final test.  In addition, I reserve the right to give a final that differs from that given to the students who are taking the regular final.  


Requests for excuse from a quiz must be made in writing (email is OK) and, except for extreme emergencies, prior to the test.

It is not necessary to purchase a special financial calculator for this course; however, calculators used in this course should have exponent, root and IRR functions.


I will give notice when the time for a quiz has expired.  I will give two minutes for students to complete their work and turn in their quiz.  Students who do not turn in their quiz by the time I have indicated will have 5 points deducted from their quiz grade.

Sample exam questions

A sample of exam questions follows.   These give you a feel for the types of questions that will be on your tests.  Answers to these questions are contained in our course BlackBoard site under documents.  Note that while I’m listing three essay questions, our actual quizzes/tests will have only one essay.  
Finance 376
Sample Exam
Fill in the Blank

Write in the proper work or words in the space provided.  The word(s) you select must be the proper ones as used in class and in the text.  Each question is worth 3 points.
1.
A ________________ currency is one where the price is fixed by supply and demand rather than by the country's central bank.
2.
The ______________________, created in 1958, has as its goal to gain for its members the economic and political benefits to be derived from free trade, free capital movements and common tariff barriers.

3.  
Through ________________________ a country divests itself of the ownership and operation of a business venture by turning it over to the free market system.

4.  
The __________________________ was originally established by the Bretton Woods Agreement to render temporary assistance to countries trying to defend their currencies against cyclical, seasonal, or random pressures on their exchange rates.

5.   
The  ________________________ has replaced GATT and has more power to enforce the rules of international trade.

Matching

Match the proper word or words with the statements by writing in the appropriate \letter in the space provided next to the statement.  Please note that there are more words than statements, so be careful and choose the best word for each statement.    Each question is worth 3 points.
6.
_____  Established a fixed exchange rate system whereby all countries were to fix the value of their currencies in terms of the US dollar, which was fixed to a specific value of gold.  
7.
_____ contains an automatic price adjustment mechanism.

8.  
_____ marked an attempt to salvage the Bretton Woods Agreement by devaluing the dollar to $38 per ounce of gold, revaluing other currencies upwards in relation to the dollar and expanding the allowable trading band around par value.

9.
______ The earnings US residents receive from past investments made abroad.

10.
______ How we would define the purchase of a ticket to Disneyland by a Japanese tourist.


Performed service.

A.  Balance of Payments
B.  Bretton Woods Agreement
C.  Capital Account

D.  CHIPS
E.  Current Account
F.  Direct quote

G.  Factor income
H.  Gold system
I.  Indirect quote
J.  Jamaica Agreement
K.  Performed service
L.  Rio de Janeiro Agreement


M. Smithsonian Agreement
N. SWIFT

Short Essay

Give a concise answer to the following question.  Your answer should not exceed the space provided.   The question is worth 20 points.  (I’m giving several questions on this sample exam; however, there is only one question on an actual exam.) 
11.  
All firms competing in the international environment seek to exploit their comparative advantage.  How does the comparative advantage of an exporter differ from that of a true MNC?

12.  
The relationship between an MNC and a host government can be mutually beneficial. However, this relationship can also lead to conflicts concerning what the goals of the MNC should be.  What are these benefits and conflicts?

13.  
Your two roommates are arguing over international trade.  Jack says that pursuing more open trade would be a bad policy for the Bush Administration, while Jill feels such a course of action would be beneficial.  What do you think?  (Think through the various issues involved and be as complete as you can in your answer.)

Problems

Solve the following problems.  Partial credit may be awarded depending on the nature of the problem.  To obtain credit for any problem you must neatly show all work and must write the answer in the space provided.   Each question is worth points as specified. (These quantitative questions are on topics appropriate for the second test.)
14.
(8 points)  Brackenridge Corp has invested some surplus cash in some government-insured British CD: £1,000,000 for 90 days.  Your pound interest rate is 6% per annum.   Your bank provides the following quotes on the dollar.




Bid
Ask



Spot  ($/£)
1.38
1.40



90-day forward ($/£)
1.44
1.46

Devise a spot-forward swap that would give you a locked-in dollar rate of return. What is the dollar rate you will end up receiving?

15.
You have received the following quotes from your bank (currency per U.S.$)


Currency

Bid
Ask

European euro
1.5060
1.5090






Japanese yen
98.36
98.42

a. (8 points)  Calculate only the bid cross rate (€/¥)?(To receive credit for your answer, you must show the diagrams for one-way arbitrage as I used them in class, using both numbers and arrows.  If you don't show this work, you will receive NO credit for this problem!  Calculating both the bid and ask cross rate will reduce the points you earn on this problem.
b. (5 points)  Another bank offers you a bid quote of €0.01520/¥.  Would you accept or reject this quote?  Why

Appendix C: Grade Adjustments

While you primarily bear the consequences of your actions in this course, your actions may also have a direct effect on other students and me.  In registering for my course you are entering into a contract with me that specify the actions that we mutually agree to.  If you do not live up to your part of our agreement, you face certain penalties.  I hope that no penalties will be assigned this semester but you should, when planning your activities, keep the existence of these sanctions in mind.

· Missing quizzes without my prior approval: As specified in “Test Policies” in Appendix B of this syllabus.

· Failure to turn in quizzes or tests when requested:  Five points deducted from that quiz or test. 

Appendix D:  Formula Sheet

Finance 376: International Finance

Formula Sheet

Part 1: The International Environment 
Balance of Payments
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Part II: Introduction to Foreign Exchange Markets

Spot FX Market
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Forward FX Market
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Part III: Forecasting Exchange Rates
Interest Rate Parity:
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Purchasing Power Parity:
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International Fisher Effect:
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Part IV:  Derivative Markets
Part V:  Foreign Exchange Exposure and the Firm
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